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1231, such loss is excluded in deter-
mining net earnings from self-employ-
ment even though such loss is treated 
under section 1231 as an ordinary loss. 
For the purposes of this special rule, 
the term ‘‘involuntary conversion’’ 
means a compulsory or involuntary 
conversion of property into other prop-
erty or money as a result of its de-
struction in whole or in part, theft or 
seizure, or an exercise of the power of 
requisition or condemnation or the 
threat or imminence thereof; and the 
term ‘‘other dispostion’’ includes the 
destruction or loss, in whole or in part, 
of property by fire, storm, shipwreck, 
or other casualty, or by theft, even 
though there is no conversion of such 
property into other property or money. 

(b) The application of this section 
may be illustrated by the following ex-
ample: 

Example. During the taxable year 1954, A, 
who owns a grocery store, realized a net 
profit of $1,500 from the sale of groceries and 
a gain of $350 from the sale of a refrigerator 
case. During the same year, he sustained a 
loss of $2,000 as a result of damage by fire to 
the store building. In computing taxable in-
come, all of these items are taken into ac-
count. In determining net earnings from self- 
employment, however, only the $1,500 of 
profit derived from the sale of groceries is 
included. The $350 gain and the $2,000 loss are 
excluded. 

[T.D. 6691, 28 FR 12796, Dec. 3, 1963, as amend-
ed by T.D. 6841, 30 FR 9309, July 27, 1965] 

§ 1.1402(a)–7 Net operating loss deduc-
tion. 

The deduction provided by section 
172, relating to net operating losses 
sustained in years other than the tax-
able year, is excluded. 

§ 1.1402(a)–8 Community income. 
(a) In case of an individual. If any of 

the income derived by an individual 
from a trade or business (other than a 
trade or business carried on by a part-
nership) is community income under 
community property laws applicable to 
such income, all of the gross income, 
and the deductions attributable to such 
income, shall be treated as the gross 
income and deductions of the husband 
unless the wife exercises substantially 
all of the management and control of 
such trade or business, in which case 
all of such gross income and deductions 

shall be treated as the gross income 
and deductions of the wife. For the pur-
pose of this special rule, the term 
‘‘management and control’’ means 
management and control in fact, not 
the management and control imputed 
to the husband under the community 
property laws. For example, a wife who 
operates a beauty parlor without any 
appreciable collaboration on the part 
of her husband will be considered as 
having substantially all of the manage-
ment and control of such business de-
spite the provision of any community 
property law vesting in the husband 
the right of management and control of 
community property; and the income 
and deductions attributable to the op-
eration of such beauty parlor will be 
considered the income and deductions 
of the wife. 

(b) In case of a partnership. Even 
though a portion of a partner’s dis-
tributive share of the income or loss, 
described in section 702(a)(9), from a 
trade or business carried on by a part-
nership is community income or loss 
under the community property laws 
applicable to such share, all of such 
distributive share shall be included in 
computing the net earnings from self- 
employment of such partner; no part of 
such share shall be taken into account 
in computing the net earnings from 
self-employment of the spouse of such 
partner. In any case in which both 
spouses are members of the same part-
nership, the distributive share of the 
income or loss of each spouse is in-
cluded in computing the net earnings 
from self-employment of that spouse. 

§ 1.1402(a)–9 Puerto Rico. 
(a) Residents. A resident of Puerto 

Rico, whether or not a bona fide resi-
dent thereof during the entire taxable 
year, and whether or not an alien, a 
citizen of the United States, or a cit-
izen of Puerto Rico, shall compute his 
net earnings from self-employment in 
the same manner as would a citizen of 
the United States residing in the 
United States. See paragraph (d) of 
§ 1.1402(b)–1 for regulations relating to 
nonresident aliens. For the purpose of 
the tax on self-employment income, 
the gross income of such a resident of 
Puerto Rico also includes income from 
Puerto Rican sources. Thus, under this 
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special rule, income from Puerto Rican 
sources will be included in determining 
net earnings from self-employment of a 
resident of Puerto Rico engaged in the 
active conduct of a trade or business in 
Puerto Rico despite the fact that, 
under section 933, such income may not 
be taken into account for purposes of 
the tax under section 1 or 3. 

(b) Nonresidents. A citizen of Puerto 
Rico who is also a citizen of the United 
States and who is not a resident of 
Puerto Rico will compute his net earn-
ings from self-employment in the same 
manner and subject to the same provi-
sions of law and regulations as other 
citizens of the United States. 

§ 1.1402(a)–10 Personal exemption de-
duction. 

The deduction provided by section 
151, relating to personal exemptions, is 
excluded. 

§ 1.1402(a)–11 Ministers and members 
of religious orders. 

(a) In general. For each taxable year 
ending after 1954 in which a minister or 
member of a religious order is engaged 
in a trade or business, within the 
meaning of section 1402(c) and 
§ 1.1402(c)–5, with respect to service per-
formed in the exercise of his ministry 
or in the exercise of duties required by 
such order, net earnings from self-em-
ployment from such trade or business 
include the gross income derived dur-
ing the taxable year from any such 
service, less the deductions attrib-
utable to such gross income. For each 
taxable year ending on or after Decem-
ber 31, 1957, such minister or member of 
a religious order shall compute his net 
earnings from self-employment derived 
from the performance of such service 
without regard to the exclusions from 
gross income provided by section 107 
(relating to rental value of parsonages) 
and section 119 (relating to meals and 
lodging furnished for the convenience 
of the employer). Thus, a minister who 
is subject to self-employment tax with 
respect to his services as a minister 
will include in the computation of his 
net earnings from self-employment for 
a taxable year ending on or after De-
cember 31, 1957, the rental value of a 
home furnished to him as remunera-
tion for services performed in the exer-

cise of his ministry or the rental allow-
ance paid to him as remuneration for 
such services irrespective of whether 
such rental value or rental allowance is 
excluded from gross income by section 
107. Similarly, the value of any meals 
or lodging furnished to a minister or to 
a member of a religious order in con-
nection with service performed in the 
exercise of his ministry or as a member 
of such order will be included in the 
computation of his net earnings from 
self-employment for a taxable year 
ending on or after December 31, 1957, 
notwithstanding the exclusion of such 
value from gross income by section 119. 

(b) In employ of American employer. If 
a minister or member of a religious 
order engaged in a trade or business de-
scribed in section 1402(c) and § 1.1402(c)– 
5 is a citizen of the United States and 
performs service, in his capacity as a 
minister or member of a religious 
order, as an employee of an American 
employer, as defined in section 3121(h) 
and the regulations thereunder in part 
31 of this chapter (Employment Tax 
Regulations), his net earnings from 
self-employment derived from such 
service shall be computed as provided 
in paragraph (a) of this section but 
without regard to the exclusions from 
gross income provided in section 911, 
relating to earned income from sources 
without the United States, and section 
931, relating to income from sources 
within certain possessions of the 
United States. Thus, even though all 
the income of the minister or member 
for service of the character to which 
this paragraph is applicable was de-
rived from sources without the United 
States, or from sources within certain 
possessions of the United States, and 
therefore may be excluded from gross 
income, such income is included in 
computing net earnings from self-em-
ployment. 

(c) Minister in a foreign country whose 
congregation is composed predominantly 
of citizens of the United States—(1) Tax-
able years ending after 1956. For any tax-
able year ending after 1956, a minister 
of a church, who is engaged in a trade 
or business within the meaning of sec-
tion 1402(c) and § 1.1402(c)–5, is a citizen 
of the United States, is performing 
service in the exercise of his ministry 
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